In this paper we collect detailed information on the budget institutions of Latin American countries. We classify these institutions on a "hierarchical"/"collegial" scale, as a function of the existence of constraints on the deficit, and voting rules. We show that "hierarchical" and transparent procedures have been associated with more fiscal discipline in Latin America in the eighties and early nineties.
Introduction
The last two decades have witnessed a sharp increase in public debt accumulation in many countries around the world. While some countries have reacted promptly, others have delayed the necessary fiscal adjustments. The variance of cross-country fiscal experiences is remarkable: even within economically homogeneous groups of countries, fiscal positions are very different. For instance, within the OECD group debt to GDP ratios currently range from more than 120 percent to less than 40 percent. In Latin 1 America, as Figure 1 shows, the variance of fiscal position is also very large. The average central government deficits in the 1989-93 period ranged from 13.6 per cent of GNP in Guyana to a surplus of 3 percent of GNP in Jamaica. Figure 2 shows that this variance was even higher in the early eighties, and has been declining since then, in conjunction with a widespread improvement in the regions' fiscal accounts.
It is hard to explain these very large differences in fiscal positions using only economic variables or the timing of "wars," as implied by the tax smoothing theory of budget deficits. Therefore, a recent lively literature has studied the role of politicoinstitutional factors in explaining this cross-country variance of fiscal experiences. This 2 line of research has emphasized political polarization, government structure and electoral systems as some of the main political determinants of budget deficits. The evidence, drawn mostly from OECD economies, is generally favorable to this approach. 3 The goal of this paper is to explain cross country differences in fiscal positions by focusing upon the procedures which lead to the formulation, approval and implementation of the budget. On a sample of virtually all the Latin American countries, we find that the nature of budget procedures strongly influences fiscal outcomes. More specifically, 4 procedures which include constraints on the deficit and are more "hierarchical" and transparent lead to lower primary deficits. Hierarchical procedures are those that, for instance, limit the role of the legislature in expanding the size of the budget and its balance, and attribute a strong role to a single individual (typically the Treasury Minister) in the budget negotiations within the government, limiting the prerogatives of the spending ministers. In contrast, collegial procedures provide a greater balance of power between all the agents involved in the budgetary process.
Our results are consistent with recent work of others. Von Hagen (1992) and von Hagen and Harden (1994) study countries of the European Community with a perspective very similar to ours. While their motivation and ours are similar, our indices of procedures, our statistical methodology and obviously, our sample are all quite different. Eichengreen (1992) , Poterba (1994) , Alt and Lowry (1994) , Bayoumi and Eichengreen (1995) and Bohn and Inman (1996) among others, study how different balanced budget laws in American States affect their fiscal positions and their reaction to fiscal shocks. The present paper and this previous work, point in the same direction: budget procedures and budget institutions have significant impact on fiscal outcomes. In fact, these different papers nicely complement each other since they reach qualitatively similar results, although using different methodologies and drawing evidence from very different samples, namely European countries, American states and, in our case, Latin American countries. This paper is organized as follows. Section 2 discusses the motivation and the construction of our indices of budget procedures. Sections 3 and 4 describe our data and our empirical results. Section 5 discusses the implications of our results and concludes.
2.
An index of budget institutions.
Motivation
Budgetary institutions are all the rules and regulations according to which budgets are drafted, approved and implemented. We assume that these institutions are predetermined, and we use them as an explanatory variable for fiscal outcomes. This approach must be grounded on two arguments. First, it must be the case that fiscal For more discussion of endogeneity issues with specific reference to Latin America see 4 Stein, Talvi and Grisanti (1998) .
For a review of this literature see Alesina and Perotti (1997a) 5 5 outcomes are not independent of institutions, that is, government and legislatures must not be able to produce whatever fiscal outcome they (collectively) choose, regardless of the budget procedures which are in place. Second, it must be the case that institutions are not themselves endogenous to the fiscal outcomes; that is, institutions cannot be easily changed as a result of current or past fiscal outcomes. To a certain extent, institutions are indeed endogenous, both to past fiscal outcomes and to "third factors". For instance, in the medium-long run unsatisfactory fiscal performances may lead to reforms of budget institutions. In fact, in our sample we observed a few important institutional reforms, in response to the large fiscal imbalances and hyperinflations of the early eighties. However, budgetary institutions are relatively stable over time so that at least in the medium run (measured in, say, up to a decade or more) they can be considered fixed. Since it is costly and complex to change institutions, the existing ones have to be very unsatisfactory, before it is worth changing them; in other words there is a strong "status quo" bias in institutional reforms. If institutions are relatively costly to change, then they can be considered predetermined explanatory variables. As for the issue of "third factors"
explaining both budgetary institutions and fiscal outcomes, one cannot rule out a series of socio-cultural-political variables as candidates for this role. These are issues which, however, we largely ignore in this paper.
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The literature of budget institutions has suggested several tentative hypotheses concerning which arrangements should be more conducive to fiscal discipline. We focus 5 on three main insights:
1.
Laws which establish ex ante constrains on deficits may be conducive to fiscal discipline. Examples of these "laws" are balanced budget rules, requirements that the budget be consistent with a macroeconomic program approved ex ante, or legislative ceilings on borrowing imposed ex ante.
For more discussion of transparence see Alesina and Perotti (1997a) In summary, our discussion suggests that: i) the presence of laws (or binding constraints) limiting the permissible size of deficits; ii) top bottom voting procedures and iii) budget transparency and control, should promote fiscal discipline, defined as low average deficits.
An index of budgetary procedures
For lack of a better word we call "hierarchical" the procedures which imply ex ante constraints on the size of deficits, adopt top bottom voting procedures and are transparent. We identify as "collegial" the procedures which have the opposite characteristics. We have constructed an index of budgetary procedures along a A much more detailed discussion of our procedures, the questionnaire itself and various 7 country specific issues is included in Appendix B.
The advantage of using questionnaires rather than only the written legislation is twofold. First, answers to questionnaires allow for an evaluation of "practices" above and beyond the letter of the law. Second, the amount of information collected through the questionnaires is much larger than it would have been possible to obtain independently.
Von Hagen and Harden (1994), and Eichengreen, Hausmann and Von Hagen (1996) have 9 suggested the creation of independent agencies in charge of setting borrowing ceilings on the 7 hierarchical-collegial dimension for Latin American countries.
The data for the construction of the index was collected through two questionnaires that were answered by the budget directors of 20 Latin American and Caribbean countries. We constructed our index based upon 10 characteristics of the 7 budget procedures. In each question, for each year of the sample, countries were assigned a score between 0 and 10 according to their answers, 10 for the case of the answer that we considered was the most "hierarchical", and 0 for the one most "collegial". For middle range answers we assigned scores according to the number of possible answers. For example, if a question admitted three answers the possible scores were 0, 5 and 10. If there were 4 possible answers, the scores were 0, 3.33, 6.66 and 10.
In choosing the ten components of the index we followed two criteria. First, we
wanted to capture as many as possible of the features discussed above. Second, we restricted ourselves to questions which received usable answers from all the countries. In some cases, we also checked the answers by comparing them to the available original written legislation.
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We now briefly illustrate each question. The first three relate to constraints on the budget deficit. Question 1 asks about the existence of constitutional constraints on the fiscal deficit, such as balanced budget rules or requirements for "proper financing".
Question 2 inquires about the importance of a previously approved macroeconomic program as a constraint on the executive branch during the drafting of the budget.
Question 3 asks about the degree of borrowing autonomy by the government, and the extent to which it is subject to borrowing constraints. We assigned the highest scores to central government.
Since there is hardly any variation across countries in the answer to this question, we 10 also tried to interact this answer with the average tenure of the Treasury Minister (results using this interaction are available in the NBER Working Paper version of the article, NBER WP No. 5586). Here, we do not take into account average tenure, on the grounds that this variable may be endogenous to the fiscal stance. Our results are qualitatively unchanged. If the budget can be easily revised during the execution stage, the entire budgetary process becomes less meaningful. In question 7 we inquire whether the budget can be modified after approval by the legislature, and on whose initiative. We assigned the highest score in the case where it is not possible to modify it. Consistent with the case of questions 5 and 6, we rate those systems where the initiative to modify the budget falls on the government as more hierarchical than those where it may be modified at Congress' initiative. However, provided the government has the initiative, we assigned a larger score when legislature's approval is required.
Question 8 asks whether the government can cut spending after the budget is See the working paper version of this article for more details on the countries with 11 changes in budget procedures within the sample. For a discussion of recent reforms of fiscal 9 passed. Here there are conflicting arguments in favor of more government discretion in cutting the budget. Intuitively, it would seem that the possibility of cutting the budget will result in smaller deficits. However, it is also possible that the government will not have incentives to submit a small budget if they can cut it later at their discretion. And later on, it may be difficult to cut it even if this was intended from the beginning. In addition, the executed budget might not reflect the spending priorities implicit in the budget passed by the legislature. In this case, the budgetary process becomes less transparent, and less meaningful as a way to allocate scarce resources among competing spending programs.
For these reasons, we assigned the highest score to those countries where the government can only cut the budget when revenues are lower than projected, rather than those who can cut without restrictions. A score of 0 was assigned to those countries in which the government cannot cut spending unilaterally under any circumstance.
The next two questions attempt to capture other important aspects related to transparency. In particular, they focus upon whether the control of the central government over its budget can be undermined by the behavior of other public agencies., through their borrowing procedures. Question 9 asks about the conditions for the central government to assume debt originally contracted by other agencies, and the frequency of this occurrence.
Question 10 inquires about the borrowing autonomy of the state and local governments, and the public enterprises. The motivation for these questions is that, if various agencies can borrow without control, and the central government then assumes their liabilities, the budget document of the central government will not be a proper indicator of the state of the public finances and, in this sense, it will be less transparent.
The simplest way of constructing an index based upon the ten questions described above is to simply add all the scores. This is in fact what we do. The average value of the index for each country between 1980 and 1992 is reported in Figure 3 . The average is necessary because some countries experienced changes in their budget procedures during the sample period. The reason to choose these values of j is that we feel comfortable enough that the true 13 model of how the different components interact falls within this range. At j=3, for example, a country that had a value of 5 in each of the components would have an index equal to a country that has 10 in one component, 5 in two others, and zero in the other seven. This value of j seems to give an unreasonable premium to high scores in a reduced number of components. In contrast, for j=2, a country with 5 in all components would be the same as one that has 10 in one, 5 in six others, and zeros in the other three components. This seems more reasonable. Similar considerations were used to define .4 as the other "reasonable limit" for j.
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Before proceeding, however, it is useful to check the robustness of our index to our procedure of simply adding components. This approach implies two assumptions: first, we give equal weight to all the answers. Second, we impose that all the different components of the index are perfect substitutes. In other words, this implies that having very hierarchical procedures in some aspects of the budgetary process, and very collegial procedures in others is the same, in terms of the overall index, as having "intermediate"
procedures in all aspects of the budgetary process. In order to check robustness, we perform three experiments. as alternative values of j. Table 1 reports the ranking of countries corresponding to the 13 Exceptions to this are Guatemala and Brazil. The ranking in these countries does change 14 significantly depending on the specification of the index. In the cases of Brazil,because it has an unusually high number of components with "intermediate" scores. The exact opposite (many high scoring and many low scoring components) is true for the case of Guatemala.
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three different values of j. Note that countries are ranked according to their average indices between 1980 and 1992, rather than the current state of their budgetary institutions, which in some cases have been subject to reform in recent years.
The Spearman rank correlations between the first two indices is 0.964. That between the second and third column is 0.961, while the rank correlation between the "extremes" is 0.872. If instead of the ranks we use the values for the different indices, the correlations become slightly higher, reaching 0.884 between the "extreme" indices. Thus, the index is quite robust to these changes in its specification. For the rest of the paper, 14 therefore, we utilize the index corresponding to j = 1.
A second approach to the problem of robustness is to divide the countries in three groups, according to their ranking. In the group with the highest rankings we included Jamaica, Mexico, Chile, Colombia, Panama, and Uruguay. As can be seen in Table 1, these countries have budgetary institutions that can be considered "hierarchical" regardless of the specification of the index. In the middle group are Paraguay, Costa Rica, Venezuela, Ecuador, Brazil, The Bahamas and Guatemala. Finally, Honduras, Trinidad and Tobago, Argentina, El Salvador, Dominican Republic, Bolivia and Peru form the group of countries which, on average, had "collegial" budgetary institutions. The groups were divided according to our main index ranking, while at the same time making sure that no country in the top group ranked badly under different specifications of the index, and no country in the bottom group ranked well under different specifications. Most of the countries whose ranking changed substantially under alternative indices fell in the middle group, partly due to their being very close together in terms of their main index value. As a result, the composition of these groupings is quite robust, and would only change marginally had we used one of the alternative indices as a criteria for the division. In addition to the regressions using our index, we will perform others using dummy variables
The reason to focus on the central government is that the availability of data on public 15 sector deficits was limited for several countries. The sources and details of all the data used in this study are reported in the appendix.
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based on these groupings. This approach has a couple of advantages over the index: it is less restrictive in terms of the implicit assumptions regarding weights and substitutability between components, and it makes it less likely that the empirical results will be driven by outliers.
Third, in section 5 below, we partially address the issue of equal weights, by grouping the components of the index into subindices, to check which of them seem to have a larger effect on the budget balance.
Do budget institutions matter for fiscal performance?

3.i Data and simple correlations
We analyze yearly data between 1980 and 1992 for a sample of 20 countries in Latin America and the Caribbean. The countries, which are listed in Figure 3 , are those that answered our questionnaire. As the dependent variable, we use the ratio of the primary deficits of the central government over GDP. As a measure of fiscal 15 performance, the primary deficit is superior to the total deficit. One reason for this is that some of the countries in the region have experienced episodes of very severe inflation over the period of our study, and this has greatly affected the size of their interest payments.
Beyond the effects of inflation, the difference between primary and overall deficits is to a large extent predetermined by accumulated debt, and does not necessarily reflect the government's current fiscal stance.
The index described in the previous section varies substantially across countries, but has little time variation. For half of the countries in the region, the index is constant over time. In most of the other countries, it changes only once during our sample period and, with few exceptions (namely, Argentina and Peru) the changes are not substantial.
For this reason in our estimations we treat the index as a cross-country variable. Our budget institutions variable (INDEX), therefore, is the mean of the country's index during 13 the sample period. Alternatively, we use dummy variables for the group of countries with highest rankings (HIGH), and for those in the middle group (MID). The rest of the control variables used in our empirical analysis are listed in Table 2 ; a more detailed description is provided in the appendix. We used weighted least squares in order to correct for heteroskedasticity. Total public debt would have been preferable, but the data was not available for a number of countries.
All the coefficients in the first regression have the predicted sign but, among the control variables, only TRADE is significant at the 10 percent level. Both indicators of budgetary institutions (the index and the dummies) appear to have a significant effect on primary deficits, as expected. The value of the coefficient for HIGH may be interpreted as follows: on average, a country with budgetary institutions which contain important constraints on the deficit, are more hierarchical and more transparent can be expected to have primary deficits 2.9 percentage points lower than a country with few constraints, and collegial and less transparent budget procedures. In contrast, the difference between the top and middle countries seems to be rather small, and statistically insignificant. In the following columns we exclude the initial debt level (columns 3 and 4) and both the debt level and the age composition variables (columns 5 and 6). The significance of the budgetary institutions variables increases when these variables are excluded, and so does that of TRADE. The coefficients for the index and the group dummies are very robust to changes in the specification of the regression, and somewhat smaller compared to what
We performed regressions (5) and (6) excluding one country at a time as a check for 18 robustness. In all cases, the coefficients for the index and the dummies remained significant.
A Hausman test rejected the null hypothesis of no correlation between the errors and the 19 regressors, indicating that a random effects model would be inapropriate, as it would yield inconsistent estimators.
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was reported in the scatter diagram in Figure 4 .
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In the last two columns, we restrict the sample to include only years of democratic government. In this case the coefficient for the index is slightly smaller, although still significant. In contrast, the coefficients for the dummies HIGH and MID remain at the same levels as in the case where the sample is not restricted.
4.iv Two step regressions
A problem associated with the cross country regressions discussed above is that they do not exploit the variation along the time dimension and, therefore, do not use all available information for the estimation. An additional problem, given the small number of countries for which we have budget institutions data, is one of scarcity of degrees of freedom. Ideally, one would want to estimate the effects of budget institutions using panel data, exploiting the time variation as well as the cross-country variation, and at the same time allowing a significant gain in degrees of freedom. Unfortunately, our index of budget institutions has very little time variation, and for this reason, as mentioned above, is treated as a cross-country variable. This introduces problems since, under fixed effects estimation, it is not possible to disentangle the effect of our institutional variable from the individual country fixed effects. In order to deal with this problem, it is necessary to 19 divide the estimation in two steps.
We proceed as follows: In the first step, we exclude the budget institutions variables (which are the only ones without time variation), and estimate the coefficients for the rest of the explanatory variables, which do vary over time, using a fixed effects regression for the primary deficit. In the second step, the estimated fixed effects from the first step are regressed on the budget institutions variable and an error term. As in the case of the cross-section estimation, weighted least squares were used in the second step, to correct for heteroskedasticity. Compared to the cross-section estimation, this two step procedure has two advantages: it uses all available information in the estimation of explanatory variables with time variation, and it gains a few degrees of freedom, since the coefficients for the budget institutions variables are the only ones estimated in the second step.
In the first step we included several variables which control for economic determinants of primary deficits. As Table 5 shows, we include: a) a measure of wars and natural calamities (CATAS); b) a control for cyclical conditions, either the rate of growth of GDP (GDPGR) or the rate of growth of private consumption (PRCONG); c) two measures of the age structure of the population; UND15, the ratio of the population under the age of 15 over the total and OV65, the ratio of the population above 65 over the total; d) our measure of terms of trade interacted with openness (TRADE); e) a lagged measure of interest payments (INTL) and f) the lagged dependent variable. In addition we always included year dummies, which are not explicitly reported in the Table. The first two variables, CATAS and GDPGR or PRCONG, are directly called for by the tax smoothing theory. The age structure is important because it captures the ratio of active, tax paying population relative to those who are not. Lagged interest payments are meant to capture the fact that countries which have accumulated a large interest burden are forced to run primary surpluses (or smaller primary deficits) to meet interest obligations. The lagged dependent variable captures persistence and the role of TRADE has been discussed above. The first step regressions look reasonable. All the coefficients have the expected sign, and many of them are significant. Also note that the coefficients on the time dummies (not reported) highlight the average reduction of average deficits in the sample period.
In the second step we use our two measures of budgetary institutions: the index itself, and the two dummies for the middle and high groups. The results are generally consistent with those of the cross-country regressions. The coefficients on INDEX always have the correct sign, although they are not always significant at conventional levels.
In the NBER working paper version of this article we used a different disaggregation.
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However the coefficient on the HIGH group is always significant at the 5 per cent level in all the specifications. On the other hand the coefficients on MED are always insignificant, indicating that the differences in budget outcomes are observable mostly by comparing the top and the bottom groups of countries.
These results on the INDEX are generally robust to a variety of sensitivity tests.
For example, we dropped, in turn, CATAS and TRADE from the first step, and the results on the index or group dummies do not change very much. When the age structure variables are not included, the significance of the index improves notably, although the size of the coefficient is reduced. The results on the index are also virtually unchanged when we instrument GDPGR (or PRCONG). Finally, we also explored whether the results change when we restrict the sample to democracy years. Generally the results do not improve. As a matter of fact, the results on the index when restricted to democracy years become more sensitive to the specification. In particular, the result on the index seems to be affected by the cyclical variables included or excluded in the first step.
A disaggregation of the index.
Our aggregate index summarizes a fairly large amount of different institutional features. One may wonder which of them is more directly correlated with fiscal performance. In order to shed some light on this issue we considered various sub indices.
It is not a priori obvious how to disaggregate the index. In what follows we create three sub-indices. The first sub-index, (SUB1) is given by the answer to questions 1,2,3, 7 20 and 8. This is a sort of "borrowing constraint sub-index." In fact the first three questions ask about the existence of constitutional constraints on the deficit, the importance of a macroeconomic plan as a constraint to the budget process, and the existence of borrowing constraints on the Central Government. Questions 7 (can adjustments be made after the budget is passed?) and 8 (can the government cut spending unilaterally?) relate to whether the deficit constraints are binding ex-ante or ex-post.
See in particular Poterba (1994) and Bayoumi and Eichengreen (1995) amongst other 21 and the survey by Alesina and Perotti (1997a) for additional references.
19
The second sub-index includes questions 4, 5 and 6, and can be identified as an "agenda-setting" index. On question 4 (the role of the Treasury Minister) there is virtually no variation across countries. Questions 5 and 6 capture the relative position of the Government vis a vis the legislature in the approval stage.
Finally we are left with questions 9 and 10. These questions are concerned with whether or not the budget of the Central Government can be subverted and "contaminated" by the borrowing practices of other public agencies. We interpret these questions as an indirect measure of transparency: the less the Central Government has control, and the more other agencies can influence the budget balance, the less meaningful is the central government budget plan. Table 6 reports a cross country regression in which the three indices are entered separately. While all three indices have the expected negative sign only the first one reaches standard levels of significance. Thus, it appears that the "borrowing constraint"
index has the most significant influence on deficit, while the effect of the other two components is less precisely estimated.
Final Remarks
Our evidence suggests that fiscal institutions are not just a "veil" but, on the contrary, influence fiscal outcomes. This result is consistent with evidence drawn from US states which shows that the stringency of balanced budget laws influences fiscal outcomes. In the case of Latin American countries balanced budget laws do not exist.
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However, as we argued above, some countries require that the budget be consistent with fiscal targets defined in the context of a macroeconomic program, approved prior to the budget. In other countries, debt ceilings approved prior to the budget balance restrict the size of the budget balance. Our results suggest that these forms of constraints may be a good substitute for balance budget laws, which may be sub optimal and overly restrictive For more discussion of the optimality of balance budget laws in this context see Alesina 22 and Perotti (1997a) and the references cited therein.
A different "agenda setting power" subindex which captured the relative power of the 23 Executive and Congress during the approval and execution stages was used in the NBER working paper version, and turned out to be significant. relates to the literature on the order of voting, as in Ferejohn and Kreibhel (1987) . These authors discuss whether the size of the budget depends on the order in which the total size and the composition of the budget are voted upon, reaching inconclusive results. Our evidence suggest that a voting procedure in which the level of deficits and in some cases the size of spending come first leads to more fiscal discipline than the alternative procedure in which the budget balance is determined at the same time or after the discussion on composition. More generally, the existence of various forms of borrowing constraints matter.
Voting procedures and agenda setting prerogatives may also matter, although the results of the subindex are in this case rather weak. This is broadly consistent with a 23 recent rich literature on the effect of voting procedures on fiscal outcomes, and in particular with Baron and Ferejohn (1989) and Baron (1989 Baron ( , 1991 Central government surplus ( Average 1989 ( Average -1993 - 1993 -1994 , World Bank, 1994 TRADE This variable was constructed as the product of the growth in the terms of trade times the degree of openness of the economy, defined as the sum of exports and imports of goods and services, in local currency, as a share of GDP, in local currency. Source: World Tables 1993 -1994 , World Bank, 1994 UND15 Share of the population under 15 years old. Actual data points for this variable were available every five years; for 1995, there were three estimates available, low, medium and high variant, the medium variant was the one used. The yearly series was constructed by linear interpolation among every two data points. Source: The Sex and Age Distribution of the World Populations, The 1994 Revision, United Nations, 1994
The questionnaires are available upon request.
26
APPENDIX B: The construction of the index of budget institutions
In order to study the incidence of budgetary institutions on fiscal outcomes, one needs a measure of the institutions of different countries according to the hierarchical/transparentcollegial/untrasparent criteria sketched above. For this purpose, we created an index with several components which refer to all the stages of the budget preparation, approval and implementation.
The data for the construction of the index was collected through two questionnaires that were answered by the budget directors of 20 Latin American and Caribbean countries. In the first 26 questionnaire we obtained detailed information about the budgetary processes as they are today, while through the second one we learned about their evolution, as described by the changes in a set of ten characteristics that cover the different stages of the budgetary process. It is on the basis of these ten characteristics that we built our index. The information about the evolution of the institutions over time was necessary because a few countries have experienced reforms of their budgetary institutions during our sample period.
For each of the questions in the second questionnaire, countries were given a multiple choice of answers to describe the present situation, and were asked to report the years in which changes in the rules had occurred, as well as the nature of such changes. In each question, for each year, countries were assigned a score between 0 and 10 according to their answers, 10 for the case of the answer that we considered was the most "hierarchical", and 0 for the one most "collegial". In some cases, their answers to particular questions were complemented with more descriptive information contained in the first questionnaire. For the case of answers that ranged in the middle of these extremes, we assigned intermediate scores according to the number of possible answers. For example, if a question admitted three answers the possible scores were 0, 5 and 10. If there were 4 possible answers, the scores were 0, 3.33, 6.66 and 10.
In choosing the ten components of the index we followed two criteria. First, we wanted to capture as many as possible of the features discussed in Section 2, which characterize budget institutions on the hierarchical-collegial dimension. Second, we restricted ourselves to questions which received usable answers from all the countries. In some cases, we also checked the answers by comparing them to the available original written legislation. The advantage of using questionnaires rather than only the written legislation is twofold. First, answers to questionnaires allow for an evaluation of "practices" above and beyond the letter of the law. Second, the amount of information collected through the questionnaires is much larger than it would have been possible to obtain independently.
We now briefly illustrate each question. The first three relate to constraints on the budget deficit. Question 1 asks about the existence of constitutional constraints on the fiscal deficit, such as balanced budget rules. None of the countries has a balanced budget rule, which would have resulted in 10 points, nor do they have constraints such as the ones that exist for the European Union countries, reflected in the Maastricht criteria. 5 points were assigned to countries that the budget document must identify the sources of financing of the deficit, while zero points were given to those countries that responded that there are no constitutional constraints on the deficit. Table A1 shows the information and the scores regarding question 1 on a country by country basis.
An alternative way to impose a constraint on the deficit is to require that the budget sent by the Executive for discussion in Congress be consistent with targets set in a previously approved macroeconomic program. Such a requirement may provide discipline to the budgetary process if the macroeconomic program clearly identifies limits on the size of the budget and its balance compatible with the achievement of other economic goals. Question 2 inquires about the existence and importance of such macroeconomic program requirement. We assigned 10 points for those countries that reported that the macro program plays an important role as a prerequisite for the submission of the budget to Congress, 5 points for "some importance", and 0 for "not important or not required". Information by country and scores are presented in table A2.
Question 3 asks about the degree of borrowing autonomy by the government, and the extent to which it is subject to borrowing constraints. Von Hagen and Harden (1994), and Eichengreen, Hausmann and Von Hagen (1996) have suggested the creation of independent agencies in charge of setting borrowing ceilings on the central government. None of the Latin American countries have this institutional arrangement. The highest scores (10) were given to countries where Congress sets a ceiling on what the government may borrow, as this was considered more restrictive than having the government setting a constraint upon itself (6.66 points were assigned in this case). In fact, having Congress setting the debt ceiling before the budget is approved is equivalent to discussing the size of the budget first, and its composition later. Having each borrowing operation approved by Congress may have disruptive effects, since it may lead to recurrent bargaining between government and Congress on other budget issues, shifting the balance of power from the Executive to Congress. This view, based on the experience in government of two of the authors of this study, led us to assign countries where this arrangement is in place 3.33 points. In cases where case by case approval is combined with an overall ceiling by Congress, we averaged both scores, assigning those countries 6.66 points. The lowest scores (0) were given to countries in which the government can borrow without constraints, whenever revenues fall short of expenditures. Information by country and scores are presented in table A3.
Question 4 relates to the degree to which institutions are hierarchical or collegial during the budget preparation stage. It addresses the issue of the relative standing of the budget authority, typically the Treasury Minister, vis-a-vis the spending ministers in budgetary issues. While in a previous version of the paper we interacted this variable with one that captured the average tenure of a Treasury Minister in office, here we ignore this last consideration, on the grounds that tenure is endogenous to fiscal performance. There is little variability in the region with regards to this question. In most countries, the Treasury Minister does have a considerably higher standing than spending ministers on budgetary issues. We assigned 10 points to these countries. Five points were assigned to those where the Treasury Minister has a somewhat higher standing, and 0 for the case where they are on equal footing with the spending ministers. Information by country and scores are presented in table A4
Questions 5 and 6 reflect the relative power of the government and the legislature during the discussions of the budget. In question 5, we ask about constraints on the legislature regarding amendments to the government's proposed budget. Those countries where amendments cannot increase the size of the budget, or its size and the deficit, were given 10 points. If the legislature cannot increase spending or the deficit over the amount proposed by the government autonomously, but they can do it with government's approval, we assigned 7.5 points, since in this case changes in the budget could be subject to negotiations, where the legislature could agree to pass other legislation proposed by the government in exchange for increases in the budget. In table A5, which contains information and scores country by country, this case is represented by marking the third and fourth column, indicating that the legislature cannot increase deficits or spending unless government approves. We assigned 5 points for the case where the legislature can only propose changes that may not increase the deficit. This constraint leaves a loophole for the legislature to amend the budget increasing the expenditure level, and at the same time pass legislation creating new revenues (more or less "real"), which might then fall short of expectations, resulting in the end in larger deficits. Zero points were assigned in the case of no constraints. Table A5 contains information and scores country by country.
Question 6 asks what happens if the budget is rejected or not passed by the legislature within the constitutionally established time frame. Even in countries where the budget has always been approved on time, different rules in the event of rejection may result in different outcomes of the budgetary process. The weaker the relative position of the government in this issue, the greater the incentives to propose a larger budget, in order to insure approval. An extreme "hierarchical" case, which applies to several countries in the region, is the one in which the budget proposed by the government is executed, even if Congress rejects it or fails to approve it (10 points were assigned to these countries). A number of countries have different rules for rejection or lack of approval. In most of these cases, lack of approval in time results in the proposed budget being enacted, while rejection results in the previous year budget being adopted. We assigned 8 points for this case. We considered the case where the previous year budget is adopted more favorable to the government than the case in which a new budget has to be presented to Congress, as long as the government can redistribute spending between items (we assigned six points for this case, but only 2 when the government does not have the possibility of reallocating expenditures). In the cases where a new budget has to be presented, a greater degree of discretion for the government in terms of reallocating expenditures until the new budget is approved is given higher marks (4 points) than the case where there is no reallocation (2 points) or the case where Congress reallocates expenditures (0 points).
In The Bahamas, as is the case in many parliamentary systems, the government has to resign in case the budget is rejected. In terms of the balance of power between Congress and the government, this drastic possibility could go either way. One could argue that, since rejection is very costly for the country, the legislature will have incentives to always agree on a budget. On the other hand, this institutional arrangement may induce the government to propose a budget that is more palatable to Congress. Thus we assigned an intermediate score (5 points) for this case. In Mexico, no funds may be expended if the budget is rejected. Given that the government moves first in this game, we believe that this arrangement tilts the balance of power in their favor, so we assigned Mexico 8 points (see table A6 for information by country).
If the budget can be easily revised during the execution stage, the entire budgetary process becomes less meaningful and less transparent. In fact, even the most stringent "ex ante" constraints, such as requirements that the executive elevate a balanced budget to Congress, or that Congress approve a balance budget, would become weak constraints if it is easy to expand the budget during the year. In question 7 we inquire whether the budget can be modified after approval by the legislature, and on whose initiative. We assigned the best score in the case where it is not possible to modify it (10 points). Consistent with the case of questions 5 and 6, we rate those systems where the initiative to modify the budget falls on the government as more hierarchical than those where it may be modified at Congress' initiative (we assigned 0 points in this last case). However, provided the government has the initiative, we assigned a larger score (7.5) for the case where the government requires the legislature's approval. When the government can modify the budget autonomously, we distinguished those systems where they may do so up to a limit of 10 percent (5 points) and those where the limits are less stringent or do not exist (2.5 points). See table A7 Question 8 asks whether the government can cut spending after the budget is passed. Here there are conflicting arguments regarding government discretion in cutting the budget. Intuitively, it would seem that the possibility of cutting the budget will result in smaller deficits. However, it is also possible that the government will not have incentives to submit a small budget if they can cut it later at their discretion. And later on, it may be difficult to cut it even if this was intended from the beginning. In addition, the executed budget might not reflect the spending priorities implicit in the budget passed by the legislature. In this case, the budgetary process becomes less transparent, and less meaningful as a way to allocate scarce resources among competing spending programs. For these reasons, we assigned the highest score to those countries where the government can only cut the budget when revenues are lower than projected, rather than those who can cut without restrictions (6.66 points). A score of 0 was assigned to those countries in which the government cannot cut spending unilaterally under any circumstance (see table A8) The next two questions attempt to capture other important aspects which are to some extent related to transparency. In particular, they focus upon whether the budget of the central government is truly meaningful, or whether other public agencies, through their borrowing procedures, can undermine the degree of control that the central government has over its budget. Question 9 asks about the conditions for the central government to assume debt originally contracted by other agencies, and the frequency of this occurrence. The ideal case in terms of budget control is one in which the Central Government never assumes debt contracted by other agencies, but none of the countries had this type of arrangement, which would have been assigned a score of 10. The next best case is one in which the government only assumes the guaranteed debt, and this occurs only on an occasional basis (6.66 points). Frequent cases of assuming only guaranteed debt was considered as problematic as occasional assumptions of debt, including that which was not guaranteed (3.33 points). A score of zero was given to those countries where the Central Government frequently assumes even the non-guaranteed debt. In our first questionnaire, we asked what percentage of the current Central Government debt was originally contracted by other public agencies. We used the response to this question to complement the one about the frequency of debt assumption: the response "occasionally" was changed to "frequently" for those countries that reported that a large portion of the current debt of the Central government was originally contracted by other agencies. Mexico reported that the central government has assumed debt originally contracted by other public agencies only exceptionally, and that in such cases the agencies which could not repay their debts were subject to severe restructuring or liquidation. We assigned this country 7.5 points (see table  A9 for information and scores by country).
Question 10 inquires about the borrowing autonomy of the state and local governments, and the public enterprises. The highest marks were assigned to those countries where these agencies cannot borrow autonomously (10 points). In the case of the local governments, the requirement of approval by the local legislature (2.5 points) was not considered to add much discipline to the budgetary process compared to the case where there are no restrictions to borrowing, which is the case that can lead to more fiscal surprises, and to which we assigned a score of 0. We assume that control by the central government adds more discipline (7.5 points) than control by Congress (5 points), since in a way the interests of the legislators are aligned with those of the districts that elect them. In contrast, in the case of public enterprises, approval by Congress was considered equivalent to approval by the central government (5 points). The total score for this question is the average of the partial scores for state and local governments, and public enterprises, respectively.
The simplest way of constructing an index based upon the ten question described above is to simply add all the scores. This is in fact what we do. The average value of the index for each country between 1980 and 1992 is reported in table A11, and in Figure 3 of the main text. The average is necessary because, as is clear from the preceding tables, some countries experienced changes in their budget procedures during the sample period. Uruguay X 0 Venezuela X 5 An X indicates that the response is valid for the whole period surveyed (1980) (1981) (1982) (1983) (1984) (1985) (1986) (1987) (1988) (1989) (1990) (1991) (1992) (1993) .
Trinidad and Tobago X 10 Uruguay X X 6.66 1993 1980-92 
Venezuela
3.33
An X indicates that the response is valid for the whole period surveyed (1980) (1981) (1982) (1983) (1984) (1985) (1986) (1987) (1988) (1989) (1990) (1991) (1992) (1993) . An X indicates that the response is valid for the whole period surveyed (1980) (1981) (1982) (1983) (1984) (1985) (1986) (1987) (1988) (1989) (1990) (1991) (1992) (1993) . Table A5 Question 5: Restrictions on the content of amendments to the budget by Congress: Congress can only pass amendments... Legal constraints on congress' authority to amend the gvt's proposed budget V6
Options available to the government when its proposed budget is rejected or not passed by congress V7 Flexibility to change budget after approval V8 Govt's ability to cut spending unilaterally after passage of the budget by congress
